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by the central office. This provision is included for the coavenience of

the central office. It is reasonable that a provider group allocate the
salary costs associated with the same consultant to the same category in all
facilities served to avoid confusion and simplify the job of auditing.

It is reasonsble that top management not be considered consultants
for purposes of this item in order to eliminate the incentive to circumvent

the limits on administrative costs and top management compensation by ‘lﬁf-
cating a portion of their compensation to other cost ca:e;oricl.A_oﬁat;” 10

The consultant's entire job responsibility must be to provide these
consulting services to eliminate the possibility of cost shifting administra-
tive costs to other categories by claiming administrative staff as
consultants.

Item C specifies that, except as provided in item A and B, central,
affiliated or corporate office costs must be allocated to the administrative
cost category of each facility served. This item specifies how these costs
are to be allocated. It is reasonable to use direct identification vhenever
possible because this is the most accurate way to allocate costs, and direct
identification is also consistent with the requiremeats in subpart 1. Those
costs which can be directly identified with & specific operation unrelated
to the facility's operation must be allocated to that unrelated operation
based upon the ratio of expenses. For those operations vhiih hane-bugingss
operations other than ICFs/MR, the central office cost must®llocated bet-~ be
wveen operations so that reimbursement is not made for costs unrelated to
ICF/MR operations. It is reasonable to make this allocation on the basis of
expenses since expenses are common to all types of business operations and
the informstion will always be available. Also, the level of expenditures
reasonably reflect the involvement of the ceatral office.

Subitem 4 is necessary for those ICF/MR operations which have facili-
ties both in Minnesota and other states. First the central office cost must
be allocated to Minnesota ICF/MR operations and ICF/MR operations in other
states. Then, the remaining central office costs must be allocated to each
facility in Minnesota. Since costs which can reasonably be directly iden~
tified have been treated in that manner, it is reasonable that the remaining
costs in subitems (4) and (5) be allocsted uniforamly over each facility by
resident days since, at this point, each facility would be expected to bene-
fit to the same degree.

The method described above is reasonable since direct identification is
the preferred method of assigning costs to operations and that method is
used first, Costs that cannot be directly identified are then allocated as
appropriate on the basis of expenses or resident days. Both basis of allo-
cation produce a reasonable allocation of costs to different operations or
to different facilities.

Item D. It is reasonable to allocate the cost of a capital asset to
the facility using the assets because if the facility had to purchase the
asset, it would incur those costs. Also costs must be for goods or services
allowvable under subpart 15. Therefore, these costs could not be allocated
to any facility other than the facility which uses the asset. It is reaso-
nable to allocate the cost of capital assets not directly used by a facility
using the methods deascribed in Item C and to simplify the sllocation pro-
cess by using similar procedures whenever possible,
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Item E specifies that the useful life of a capital asset maintained in

"a central office is determined in the same manner as it is for the facilicy,

except for equipment. It is reasonable to have an exception for depreciable
equipment because the useful life of depreciable equipment in the facility
is considered to be only five years due to expected excess wear and tear on
equipment by the residents. Central office equipment is not sub ject to such
wear and tear, and therefore, the useful life for each piece of equipment
established in the depreciation guidelines is more appropriate.

Part 9553.0030 Subpart 5, Allocation of Costs to Related or Non-Related
Organizations.

Statement of Need:

It is necessary to allocate the facility's cost of providing goods or
services to a related organization or non-related organization so that it is

possible to identify those costs attributable to those organizations and
separate them from ICF/MR costs.

Reasonableness:

Subpart 5 specifies that direct and indirect costs of goods and ser-

vices provided for related and nonrelated organization must be directly
allocated to that organization so that they can clearly be identified as
nonallowable costs. It is reasonable that these costs are not sllowable
costs because they are not costs incurred in providing ICF/MR services
within the facility and should not be reimbursed by the medical assistance
program through that facility's payment rate.

Part 9553.0030. Subpart 6. Payroll Tex and Fringe Benefit Cost Allocation.

Statement of Need:

It is necessary to allocate payroll taxes and fringe benefits to each
of the other operating cost categories in order to insure the proper
reporting of compensation. It is also necessary to specify a method for
allocating payroll taxes and fringe benefit costs among operating cost cate-
gories so that providers know hov this is to be done.

Reasonableness:

Allocation of costs reported in the fringe benefits and payroll tax
cost category is done based on the ratio of allowable salary costs ‘in each

of the other cost categories because this is consistent vith Generally
Accepted Accounting Principles.

V. DETERMINATION OF ALLOWABLE COSTS - Part 9553.0035
Part 9553.0035 Subpart l. Allowsble Costs

Statement of Need:

Minnesots Statutes, section 256B,501, subdivision 2, requires that the
commissioner establish procedures and rules for determining rates to be paid
by the department to facilities in the Medical Assistance Program. These
rates must be based upon methods and standards which provide for '"the costs
that must be incurred." Furthermore, the legislature stated that rates must
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_be adequate to provide for costs incurred in "efficiently and econonxcally
operated facilities.'" The statute also indicates that the rules '"shall spe-
cify the costs that are allowable for payment through Medical Assistance."

Reasonableness:

The legislature authorized the Department to reimburse only for “costs
that must be incurred.” A cost which must be incurred is one vhich is
necessary to resident care.

The Department is obligated to make a determination of what costs are
allowvable by holding such costs to a standard of necessity which relates to

resident care. The department serves as a buyer of services on behalf of a
dependent population and maintains fiscal responsibility to the taxpayers of
the state of Minnesota and to the federal government. A clear definition of
allowable costs is essential in a cost-based reimbursement system. Other-
vise, the Medical Assistance Program would be accepting any costs as
necessary and might be assuming a financial burden for costs that are unre-
lated to resident care. Part 9553.0035 qatablishes procedures necessary to
sake a determination of allowable costs and, part 9553.0036 details those
specific costs which are to be disallowed.

Subpart | states as basic policy that only allowable costs may be used
to compute the total payment rate. It is ressonable that nonallowable costs
not be included in the payment rate since to do so would provide pudblic
payments for items which are not related to resident care or are othervise
not allowved by federal requirements, state statutes, or public policy.

Part 9553.0035 Subpart 2. Licensure and Certificatioam Costs.

Statement of Need:

In order to provide ICF/MR services, requirements for licensing and
certification under applicable federasl and state laws, federal regulations,

state rules, and local standards must be met by the facilities. The cost of
meeting the applxcablc lxcensxng and certification ltlndlrdl are allowvable

costs.

Reasonableness:

Medical Assistance pays for costs ''that must be incurred" in order to
provide services. Without licenses, the facility cannot provide services.
Without certification, the facility cannot get Medical Assistance reim-
bursment. Therefore, the cost of meeting the applicable licensing and cer-
tification costs are "costs that must be incurred" and so qualify as
allowable costs. 1In addition, 42 CFR § 447.253 provides that states par-

ticipating in the Medical Assistance program and receiving federal funds
must make assurances that federal health standards are being maintained.
Since the federal standards and other state health standards are legally
mandated and essential to resident care, it is necessary and reasonable to
allow such costs in the rule. This subpart refers generally to the costs
incurred by facilities to meet the requirements set-by governmental asgencies
and is not limited to the costs of obtaining a license. However, such
license fee costs are allowable under the rule.
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Part 9553.0035 Subpart 3. Services Costs.

Medical Assistance pays for costs that must be incurred to provide ser-
vices. It is necessary to specify in the rule the costs of service
including program, administrative, and property costs, which will be
allowable.

Reasonableness:

Subpart 3 specifies that cost of services are allovable and indicates
which costs are considered costs of services which "must be incurred" and
ate therefore allowable for the purpose of setting facility payment rates.
It is reasonable that such information be specified so that providers know
which costs are allovable. The definitions of and limitations on vhat is
included in service costs are contgined in part 9553.0040 and are referenced
in this subpart. See part 9353.0040 of the Statement of Need and
Reasonableness for these definitions and limitations.

Part 9553.0035 Subpart &. Applicable Credits.

Statement of Need:

Subpart 4 requires that income or ad justment to costs received by the
facilities which relate to costs incurred by the facility must be applied to
reduce or offset such expenses to the extent that the cost to vhich the cre-
dits apply vas claimed as a facility cost. This provision is necessary to
prevent duplicate payments for the sase costs so that the state and federal
governments are not paying for the same costs for which the facility has
already been compensated.

However, it is also necessary to allow gifts and donations from non-
governmental sources to be exempted from this provision so that the benefits
of receiving such gifts or donations remain intact and facilities have an

incentive to raise funds.

Payments made by the commissioner to the provider for approved services
for very dependent persoans vith special needs are exempted from this provi-
sion since the additional cost of providing services to very dependent per-
sons with special needs is not an allowable cost under these rule parts.

Reasonableness:

It is reasonable to reduce the facility's cost by any income or adjust-
ment related to those costs, so that the state and federal goveraments are
not paying for costs for which the facility has already been compensated, or
for costs that are otherwise reduced. It is reasonable that public funds
be used to pay for net costs.

Because the state wants to encourage fund raising since it benefits
residencs and fund raising costs are nonallowable costs, it is reasonable
to exempt gifts and donations from nongovernmental sources from this prin-
ciple .

Since the expenditures for services for very dependent persons with
special needs are nonallowable costs, the income received by the facility
should not be used to further reduce the facility's costs. To do so would
be unreasonable and violate the principle which states that applicable cre-
dits are offset to costs only if these costs wvere claimed as facility costs.
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. Part 9553.0035 Subpart 5. Documentatioa.

Subpart 5 specifies the requirement for documentation to support costs
used to establish the payment rate. Authority for these requirements is
contained in Minnesota Statutes, sections 256B.501 and 256B.27.
Documentation to support costs is necessary in order to facilitate any
review of records by the auditors to determine the validity of the transac-
tion and its relationship to facility operations. Guidelines for documen-
tation are estgblished in Items A, B, C, D, and E.

Reasonsbleness:

Item A establishes the guidelines for what will constitute adequate
documentation:

Subitem 1. It is ressonable to require that such documentation be
maintained in orderly files so that the tasks of auditing and administration
can be effectively performed.

Subitem 2. Since a provider may own more than one facility, it is
necessary to require that providers keep facility files separate unless a
combination of files would not hinder tracing s transaction when suditing is
done.

Subitems 3. & 4. It is reasonable to require that providers maintain
the documents listed so as to enable the Department to assess the costs
incurred and determine their reasonableness and relationship to resident
care. If providers vere allowved to dispose of such documsnts at their
discretion, the department auditors would be unable to verify costs.

Subitem 5. Minnesota Statutes, section 256B.27, subdivision 1
authorizes, the commissioner to require any reports, information, and audits
of medicsl vendors wvhich he deems necessary. He also has general authority,
as provided under Minnesota Statutes § 256B.04, subdivision 2, to make uni-
form rules and regulations for the Medical Aseistance program. It is reason-
able to require facilities to keep records to support the five most recent
annual cost reports so that the retords are available for field sudit on &
four year schedule. Minnesota Rule, part 9500.0930, subpart 4 has a similar
requirement. |

Item B specifies the information which must be maintained to document
costs for consultant, professional, or purchase service contracts. It is
reasonable to require that providers maintain the listed documents so that
records may be audited to determine whether the service was actually pro-
vided, whether the cost of service was an allowable cost, and whether the
cost vas reasonable.

Item C indicates that documentation must also be adequate to support

costs attributed to compensation. The Department is obligated to know the
services for which it pays. Compensation costs are among the most signifi-
cant components of cost in the provision of ICF/MR services. Therefore, it
is necessary to require the documentation of such costs. It is reasonable
to require that such payroll records be supported by time records since it
is incumbent upon the Department to ascertain that value received is equiva-

lent to value compensated. .
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The allocation of salaries to more than one cost category is permitted

under part 9553.0030. It is, therefore, necessary and reasonable to require
documentation of such allocation.

]

Item D recognizes the practice of using a single vehicle for both busi-

ness and personal purposes and, therefore, requires logging of such use so
as to enable the state to pay only for the mileage related to the operation

of the facility. The keeping of such a log is a reasonable requirement to
be placed upon those who receive compensation from the state.
Part 9553.0035 Subpart 6. Compensstion for Personal Services.

Statement of Need:

Subpart 6 desls with the determination of allowable costs of personal
service. Specific consideration of compensation for personal services is
necessary because labor costs compose about 70 percent of facility expenses
and increases in wage rates and fringe benefits have a dramatic effect on
average daily costs. (Policy Analysis Series, No. 6, 1982: p. 6.) It is
necessary to itemize the components of compensation so that ICFs/MR vendors
have guidance as to what coanstitutes allowable cowpensation.

Reasonableness:

Item A indicates what is included in compensstion. It is reassonable
that the Department provide such guidance. Vacation and sick leave are con~
sidered compensation only if the employee is vested. It is not reasonable
for the stats to make payment for vacation and sick leave based upon esti-
mated future costs vhen these benefits may never be paid due to staff tur-
nover. Although under generally accepted accouating principles compensation
includes accrued vacation and sick leave benefits and not merely vested
amounts, Pinancial Accounting Standards Board (FASB), Standard No. 43, per-
mits regulated industries to deviate from the standard for rate setting pur-
poses., In addressing the need for and reasonableness of s similar provision
in Rule 50, Judge Lunde concluded "since the rule is designed to pay actual,
current costs, it is concluded that the Department's proposal to pay only
for vested sick leave and vested vacation benefits is a necessary and resso-
nable one and that the Department is not required to fund accrued benefits
which may never be paid.” (luade Report, 1985: p, 30.)

Item B requiring a written policy governing payment of compensation, is
necessary to assure that the payment rate reflects actual time spent and
services provided and that the level of compensation is reasonable for the
type of services provided the individual.

Item C is necessary to insure that unnecessary service is not compen-
sated. This is reasonable because Mininesota Statutes, section 256B3.501,
subdivision 2, aguthorizes the commissioner to provide for the costs that
must be incurred for the care of residents.

Item D insures that the state pays for actual and necessary work and
that employees receive the compensation in a timely manner. Without this
requirement, a provider may incur & cost and receive reimbursement which is
not then passed on. This reimbursement is incorrectly retained by the facil-
ity to the detriment of the public, residents, and the employees. The 122
day time period is selected to be consistent with the time allowed facilities
to complete their cost reports, including & possible extension. See part
9553.0041, subpart 9.

-23-
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ltem E specifies that reimbursement for services provided on a part-
time basis be proportional to that compensation paid for services reandered
on a full-time basis so that part-time service provision is proportionally

no more or less renumerated than full-time service.

Part 9553.0035 Subpart 7. Limitations on Related Organiszation Costs.

Statement of Need:

Subpart 7 deals with allowable costs attributed to related organiza-

tions. A "relsted orgsnization" is one which possesses a common identity
with the provider seeking reimbursement under the Medical Assistance

program. That common identity may be expressed in terms of legal ownership
or actusl control. It is necessary to take into account the costs wvhich may
be attributed to related organizations in order to prevent the paymant of
public funds for activities unrelated to resident care. If the provider
seeks payment for costs incurred in transactions with related organizations,
it is necessary to insure that those costs are not excessive vhen compared
to the prices of comparable services purchased in an arms-length transac-
tion. The related orgsnization costs must not include s mark-up or profit,
since these transactions are equivalent to doing business with oneself.

If the related organization sales to nonrelated organiszations consti-
tute at least 50 percent of annual sales of similar icems or services,
then it is necessary to recognize the price charged to nonrelated organiza-
tions since the Department wants to insure that it pays for the costs of
goods and services obtained st competitive prices.

Reasonableness:

It is reasonable to recognize charges for goods and services from unre-
lated organizations because it may be assumed that such goods or services
are acquired in a marketplace of arms~length transactions. It is also
reasonable to recognize charges for goods and services from a related organ-
ization vhich does at least 50 percent of its business with unrelated enti-
ties since the competitive market is a reliable xndxcntxon that pricing is
not controlled,

Subpart 7 does not purport to ban the use of alternative business enti-
ties nor does it seek to invalidate all those costs attributed to transac-
tions between a facility and its related organizations. The subpart
sub jects such costs to reasonable oversight in order to enable the Depart-
ment to regulate the transactions between such entities for the purpose of
determining allowvable costs.

Subpart 7 states that costs applicable to services, facilities, or

- supplies furnished by a related organization are includable as allowable
costs if such costs do not exceed the price of comparable services, facili-
ties, or supplies purchased elsevhere. The requirement is similar to 42 CFR
§ 405,427 which is used by the federal government to govern paysents to
related organizations under the Medicare Program.

The subpart establishes 50 percent as a threshold figure because sales
vhich exceed 50 percent will subject the related organization to market
controls resulting from arms~-length transactions. The proposed rule is
designed to encourage arms-length transactions.

~2EFA-179 # 83 Date Rec'd 32> R &
Supercedes __________ Date Appr. ] '22‘8[

State Rer in. __E_'_ Date Eff. __!i



¢

23
/o /P

Date Rec'd 3 20-H

4 Date BN _

N

2

e Date Appr.

‘179 #

Super
tate Rep. In

Y-

~

! B
pPart 9553.0035 Subpart 8. Capitaliszation.

Statement of Need:

It is necessary to specify how and when to capitalize a given asset so
that providers complying with the rule and auditors enforcing the rule will
have standards to follow and a common frame of reference.

Reasonableness:

It is reasonable to specify how assets are to be capitalized, and to
establish a threshold for an asset to be claimed as a current expense. The
standard used is similar to that employed in rule parts 9349.0010 to
9549.0080 and to that used by Madicare for its cost findings in the Medicare
Program. (See Medicare Provider Reimbursement Manual HCFA-Pub. 15-1, sec-
tion 108,) Also, since the Department's auditors and the provider's accoun-
tants often work with both the nursing home and ICF/MR rate setting policies,
it is important and less confusing to have the standards for capitalization
of assets similar. 1Ia the long run, this would have the effect of reducing
appeals since & significant body of decisions could be employed to infor-
mally resolve disputes on whether or not an asset should be expensed in the
year acquired or capitalized. While other msthods could have been proposed,
the department believes that this method is a reasonable one and will result
in uniformity among providers and programs.

Part 9553.0033 Subpart 9. Workiang Capital Iaterest Expeuse.

Statement of Need:

Soms working capital is necessary to finance the cash flow needs of
facilities. The need for working capital is sometimes precipitated by the
approximately 20-day lag in Medical Assistance payments following the month
the service wvas actually provided.

Reasonableness:

The need. for working capital should decrease under the provisions of
the proposed rule since the payment rate the provider will receive, will be
established prior to the beginning of the rate year. If the rule is adopted
as proposed, the need for working capital should be greatly reduced if the
facility properly manages its expenses. The reason for this is the cumula-
tive effect of positive cash flows in the first portion of the rate year
which, when properly managed, provide a decreasing need for working capi-
tal. Part 9553.0060, subpart 3, item 1, provides the provider with the
appropriate inceantive since interest income earned is not subject to offset.
The payment rate is an average rate for the reporting year or the interim
period and the expenditures for many itess included in the rate such as
salaries, supplies, and purchased services tend to be greater in the last
half of the reporting year or the interis period. The result is that, to a
certain extent, the payment rate results in a positive cash flow during the
first part of the reporting year or the interim period. Also most items are
not required to be paid ocut on a daily basis. For ¢xample, salaries
generally lag the incurrence of the liability by two to four weeks. Items
such as real estate taxes are paid semi-annually and payroll taxes and other
employee benefits may be paid quarterly. Additionally, most supplies and
food expenses do not require payment for at least 30 days from the date of
purchase, Therefore, the actual need for working capital is greatly
reduced. Working capital interest expense for eleven facilities currently
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on an interim rate .19 percent to 8.32 percent of total operating costs. Of
those facilities, only four are over the limit established in these proposed
rule parts (1.64%, 2.72%, 8.00%, and 8.32%Z). The average for the remaining
facilicies is .3 percent. Therefore, it is reasonable to establish the
estimated need for working capital interest expense during the interim
period at 1 percent of total operating expenses. For the year following the
settle up, it is reasonable to limit working capital interest expense to 80
percent of the amount allowed during the interim period since the need for
vorking capital should decrease once the facility is filled up and the
operation stabilized.

For existing facilitcies, the rule proposes specific limits only during
calendar years 1984 and 1985, After that, working cspital vill be limited
only by the overall limit placed on administrative costs. This is reason-
able to insure that the historical base upon which the limits are based are
not inflated by excessive amounts of working capital interest expense.

Part 9553.0035 Subpart 10 Retirement Coatridbutiom.

Statement of Need:

Retirement comtributions are an ismportant employee benefit which, in
addition to providing for retirement, encourage employees to maintain
employment in the facility. Retirement contributions are sllowable costs.
However, it is necessary to limit these contributions to meet the cost coa-
tainment mandates of the legislature (Minnesota Statutes, section 2568.501,
subdivision 3).

Reasonableness:

To meet legislative cost containment mandates, it is reasonsble to limit
the retirement contributions to the cost of either a United States Internal
Revenue Service approved pension plan or profit sharing plan, but not both.
Additionally, the department believes this is reasonable since such plans
are governed by federal lauw and thereby afford the employees the pro:cctxoa
and vesting requxtcl‘nts established thercxn.

Part 9553.0035 Subpart 1l. Therapeutic Overnight Trial.

Statement of Need:

As part of the process of creating a normal living environment for the
ICFs/MR resident, residents are taken camping or on vacations. Facilities
are allowed to use specified facility resources for such trips. Additional-~
ly, up to $300 per year per resident for fees, travel, lodging, and meals,
is an allowable expense.

Reasonableness:

It is recognized that resident vacations can be a legitimate part of a
facility's therapeutic programs and as such are an allowsble cost. However,
it is reasonable to limit the amount allowed for travel. The $300 limit was
a historical basis in the previous rules (Rule 53 Temporary). The original
$300 limit was arrived at after deliberation with providers, advocates, and
agency staff, It is reasonable to continue this limit given the legislative
mandate for cost containmwent (Minnesota Statutes, section 256B8.501, sub-
division 3), and considering that a large portion of the cost for these
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‘activities such as staff salaries, supplies, and equipment is reimbursed

elsevhere in these rule parts.
Part 9553.0035 Subpart 12. Preopening Costs.

Statement of Need:

Preopening costs are those operating costs which are incideantal to the
initial establishment of an ICF/MR. The cost immediately before opening
the facility (within 30 days) are expenses of the interim period. Generally
the greater proportion of preopening costs are incurred within 30 days pre-
ceeding opening of the facility and represent staff time necessary for
interviewing and hiring the facility's personnel and acquiring initial food
and supply items.

Reasonableness:

Item A. Since much of the preopening costs associated with opening che
facility are incurred just prior to opening the facility and wmore directly
relate to the interim period, it is reasonable these costs should be con-
sidered expenses of the interim period.

4

Item B. Other preopening costs which are incurred more thaan 30 days
prior to admission of residents to the facility should be amortised. It is
reasonable to amortize these preopening costs because permitting the
expensing of these costs in one period may result in the distortion of the
facility's operating cost payment rate which is used as the basis for sub~-

sequent rate setting purposes.

Item C. Preopening costs do not include property-related costs because
although many of the property costs are incurred prior to the opening of the
facility, property costs are handled differently for purposes of payment.
The historical costs of capital assets are reimbursed over a longer time
period as in part 9553.0060.

Part 9553.0035 Subpart 13. Respite Care.

Statement of Need:

Respite care is defined in part 9553,0020 subpart 44. It is necessary
to describe how these costs and days should be treated for reimbursement
purposes so that providers offering this service know how the expenses and
resident days associated with respite care are treated. -

Reasonableness:

It is reasonable that these costs should be allowable costs and the
days of service should be counted as resident days since the costs and days
represent services similar or comparable to those provided to the facility's
other residents. :

Part 9553.00353 Subpart l4. Top Management Compensation.

Statement of Need:

It is necessary to limit top mansagement coupensation in order to ensure
that payments made by the Medical Assistance Program are limited to those
costs that must be incurred for resident care. These rule parts provide



